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I. INTRODUCTION

Mr. Chairman, I appreciate the opportunity to be here today to testify on the 

impact of the Gramm-Rudman-Hol1ings Act ("GRH") and the Antideficiency Act 

upon the FDIC.

We are greatly concerned about the adverse effects the imposition of GRH would 

have on FDIC operations. If applicable, GRH would impose major budget cuts 

upon our agency. Those reductions would hamper effective bank supervision and 

thereby result in increased exposure of the deposit insurance fund.

Last year, 120 banks failed or needed FDIC assistance, and we expect 140 to 

160 more this year. The number of banks on the FDIC1s problem list currently 

stands at more than 1,300 and continues to grow. Our need for flexibility and 

adequate resources, particularly in our supervisory and enforcement programs, 

is greater now than ever before.

First, I will address the sources of FDIC funding. After discussing GRH, I 

will comment briefly on the proposed applicability to the FDIC of the 

Antideficiency Act's apportionment provisions. Like GRH, the Antideficiency 

Act poses a real threat to the FDIC‘s ability to carry out its mission.
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II. DISCUSSION

A. FDIC1s Funding

The FDIC receives no appropriations from Congress. Insurance assessments from 

insured banks and investment income are, and always have been, the agency's 

exclusive sources of funds. The Federal Deposit Insurance Act ("FDI Act") 

authorizes an annual assessment on insured banks of one-twelfth of one percent 

of a bank's assessable deposits. It also provides that, with certain 

exceptions, the FDIC must annually rebate 60 percent of its net assessment 

income (assessment income less operating and insurance expenses and insurance 

losses) to those insured banks. The remaining forty percent of net assessment 

income, plus the investment income earned by the FDIC, is added to the FDIC 

trust fund, which is available to meet the insurance obligations of the FDIC. 

The FDIC is required by section 13(a) of the FDI Act to invest its funds in 

United States securities or obligations guaranteed by the United States 

Government.

Given the nature of the FDIC's funding, any reduction in our expenditures will 

have no real effect on federal expenditure levels, though for reporting 

purposes the additions to our reserve for insurance losses will be treated as 

a reduction of the d e f i c i t . S u c h  expense reductions will,

The fact that 0MB uses the annual change in the FDIC's unobligated 
balances (cash flows) as a line item to reduce the overall deficit is an 
accounting artifact that has no practical significance. As a matter of law, 
FDIC funds are not available for use by other government agencies.
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however, undercut our supervisory efforts and thus contribute to an increased 

incidence of bank failures.-' More failures mean our total costs will 

increase, not decrease.

B. FDIC's Statutory Exemption from GRH

Despite the compelling legal and policy reasons for exempting the FDIC from 

GRH, the Office of Management and Budget ("0MB") and the General Accounting 

Office have concluded that GRH is applicable to "administrative expenses" of 

the FDIC. 0MB reached that conclusion despite the fact that the statutory 

language and legislative history clearly support excluding the FDIC from GRH. 

Senator Packwood, Chairman of the Senate Finance Committee and head of the GRH 

Senate conferees, stated that "[w]e also exempted numerous other programs on 

which there was no argument, such as the Federal Deposit Insurance 

Corporation."¿f

The activities that 0MB considers to be subject to sequestration include 

classifying supervisory expenditures as administrative expenses subject to 

reduction. Supervisory costs alone, without these support activities, amount 

to over two-thirds of the total expenses 0MB deems "sequestrable" as 

administrative.

In addition to undermining safety and soundness examinations, 
supervisory cutbacks would hinder our ability to determine compliance with 
consumer laws, including the Truth-in-Lending Act, the Fair Credit Reporting 
Act, the Fair Housing Act, the Community Reinvestment Act, the Home Mortgage 
Disclosure Act, the Fair Debt Collection Practices Act, the Electronic Funds 
Transfer Act, and the Equal Credit Opportunity Act.

131 Cong. Rec. S. 14782 (Dec. 11, 1985).
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The language of GRH belies OMB's interpretation of what constitutes 

"sequestrable" expenses. That statute lists the FDIC among those entities 

whose "legal obligations" are exempt from sequester orders. The FDIC's "legal 

obligation" is to provide deposit insurance and operate the deposit insurance 

system, including liquidating failed banks' assets, handling failing and 

troubled banks, and supervising banks to protect the insurance fund. 

Accordingly, OMB should not be able to sequester these activities as 

"administrative expenses."

Impact of GRH on the FDIC

In keeping with the spirit of GRH, we have voluntarily reduced our 

expenditures by 4.3 percent or $8.5 million. As shown on Table I, this 

required making cutbacks in a number of important areas. We curtailed hiring 

and training of personnel, reduced travel, postponed building improvements, 

and deferred a number of important projects. These projects included 

developing better management information systems and other computer programs 

that would faciliate bank supervisory activities and other insurance-related 

functions.

We are most concerned about the potential impact of GRH on our supervisory 

capabilities including the examination and oversight of troubled and failing 

banks. To appreciate the extent of our concerns, let me explain where our 

supervisory program stands now.

The FDIC has a force of about 1,670 field examiners. These are the 

individuals who actually go out to examine banks, and they account for 85% of












